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KEY ECONOMIC INDICATORS: FINLAND 


All value in million US dollars, Rate of Exchange: Fmk 4.20=U. S. 
unless otherwise stated. Dates $1.00 in 1970 and 1971; Fmk 4.10 
in parentheses are period covered = U.S. $1.00, central rate, in 1972. 
1972. 
% ESTIMATED 
ITEM 1970 1971 1972 CHANGE” GROWTH 
RATE 1973 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at market prices (6/72) 10,379 11,340 6,093 12.9 11.3 
GDP at constant 1964 prices (6/72) 7,586 7,761 N.A. 5.5** 6.0 
Per capita GDP, current prices 
in U.S. dollars (6/72) 2,213 2,449 1,312 -- N.A. 
Machinery & equipment investment 
(current prices) 995 1,166 oe -8.0** 4.0 
Indices: 1959 = 100 
Industrial production 232 238 248 8.9 8-9 
(1959 = 100) (8/72) 
Avg. labor productivity 5.3 2.3 aa 4.0** 5.0 
(calculated annually) 
Avg. industrial wage (6/72) 1.36 1.57 1.80 15.5 8.5 
(hourly for male in $) 
Personal income 6,218 6,920 -- 11.0** 11.0 
Employment (1,000 persons) (8/72) 2,154 2,150 2,228 -0.7 0.8 
Avg. unemployment rate (% - 8/72) 1.9 2.2 2.8 0.5 2.2*** 
MONEY AND PRICES 
Money supply (9/72) 820 958 1,075 29.1 N.A. 
Public debt outstanding (8/72) 895 840 874 2.6 W.A. 
Total long-term external debt 
(6/72) 1,375 1,893 2,199 o4:.7 N.A. 


Interest rate - Bk. of Finland 
(10/72) (for discounts and 


rediscounts) 7 835 73/4 -3/4 N.A. 
Indices: 

Retail sales (1968 = 100) (8/72) 114 118 121 6.6 i 

Wholesale price (1949=100) (9/72) 297 312 334 737 N.A. 


BALANCE OF PAYMENTS & TRADE 
Gold & foreign exchange reserves 


(9/72) 387 579 720 38.6 N.A. 
Balance of payments (current) (6/72)-239 -338 -86 63.5 -234**** 
Balance of trade (9/72) -330 -439 -166 42.3 -397 
Exports, FOB (9/72) 2,306 2,356 2,135 23.1 35.5 

US share of exports (8/72) 4.7 4.8 4.9 -0.5 N.A. 
Imports, CIF (9/72) 2,636 2,794 2,301 15.4 14.0 

US share of imports (9/72 Se 4.5 4.2 -0.6 N.A. 
* period covered in 1972 compared with same period in 1971 
** estimate 
eee estimated rate 


kkkK estimated deficit 





















Main Imports from U. S. (January-September 1972): non-electrical 
machinery and equipment $23.3 million; aircraft $8.2 million; 


electrical machinery and equipment $6.2 million; organic and 

inorganic chemicals $6.1 million; scientific and optical 
instruments, photographic and cinematographic supplies, developed 
cinematographic films, etc. $5.7 million; dried and canned fruit 
$5.2 million; tobacco and tobacco products $5.0 million; other 
transport equipment, largely passenger vehicles, $4.6 million; 
plastic materials $4.3 million; oil-seeds $2.3 million; hides, 
skins and furskins, undressed $2.1 million; textile fibres (not 
manufactured into yarn, etc.) $1.4 million. 


Sources: Central Statistical Office, Bank of Finland, Board of 
Customs, Ministry of Labor, Ministry of Finance 








FINLAND 


SUMMARY 


The issue of the unsigned free trade agreement with the European 
Community (EC) has dominated the economic scene in Finland 
during the past six months. A strong majority of political 
groups and nearly all of the economic circles support the 
agreement but domestic political considerations have delayed 

the signing and eventual approval. Despite the uncertainties 
created by this the economy has slowly, if unevenly, gained in 
strength. Industrial output rose by 8 percent; exports expanded 
by about one-fourth and significantly reduced the trade deficit; 
prices have continued to rise but there is some sign of a 
slackening; investment activities in the private sector have 
lagged but the GNP is rising at a 4.5 percent rate in real 
terms. The prospect for the coming year is for the GNP to rise 
by 6.0 percent and for the relatively high unemployment 
situation to improve. 


The U. S. share of the Finnish import market has tended to 
decline. This situation however should improve in the coming 
months and years with the improved U. S. competitive position 

in prices and financing. Among products with best prospects for 
increased U. S. sales in Finland are fruit concentrates, 
industrial machinery, computer systems, chemicals and office 
machinery. Pollution control equipment should also have a good 
market. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


Signing of Trade Agreement with European Community Delayed 


The issue of the unsigned free trade agreement with the European 
Community (EC) has dominated the economic scene in Finland during 
the past six months. Contrary to expectations, the minority 
Social Democratic government refused to sign the agreement 

it had negotiated and resigned on July 19, when Prime Minister 
Rafael Paasio issued a statement that only a cabinet with 
majority support in Parliament could present the agreement 

to the President for his signature. After an open government 
crisis of nearly seven weeks, a four-party majority govern- 

ment led by Prime Minister Kalevi Sorsa was formed, and 
announced that its program was to be the pursuit of a commercial 
policy which would support Finland's neutral foreign policy, 
adoption of economic legislation to foster overall economic 
development, stable prices, high level of employment, regional 
development, agricultural exports, and an investment policy 
serving the national interest. In the meantime, the question 

of the free trade agreement was temporarily shelved. The 

Social Democratic Party insisted as a precondition for its 
support the enactment of the following laws: (1) a permanent 
anti-cyclical fund system; (2) a permanent price control system; 
(3) a domestic capital control system; and (4) market dis- 
ruption measures to protect domestic industries against imports. 
The measures relating to the anti-cyclical fund system and 

the price control proposals have been particularly difficult 
issues. Industrial representatives are not anxious to see 
government powers expanded in fields that affect the profit- 
ability of their operations. 


The objectives set forth by the Government will be difficult 

to achieve. Finland is faced with the fundamental need to 
restructure its industries away from heavy dependence on forest 
resources, the need to improve employment opportunities in 

the less developed north and east, and the need to adjust 
production of the farming population in line with domestic 
requirements. In the coming weeks, the decision on the national 
budget and in the Spring of 1973 the centralized wage negotia- 
tions between labor and management must be resolved constructively 
by the government. The EC agreement, however, will be on 

center stage. If approved, it would call for a phased reduction 
and elimination of tariff rates for industrial products over 





a period of four and one-half years, beginning on April 1, 1973, 
with the exception of paper and boards (BTN groups 48 and 49) 
whose tariff will be eliminated over an eleven year period. 
Finland at the same time has reserved on liberalization of 

some 30 percent of dutiable imports, the duties for which 

will be phased out during eight or twelve years depending 

on their sensitivity for domestic industries. No new tariffs 
will be imposed by either party to the agreement. Agricultural 
products are not included but both parties have declared 

their readiness to foster as far as their agricultural poli- 
cies allow, the harmonious development of trade in agricultural 
products to which this agreement does not apply. The free 
trade agreement with the EC is of importance to Finland be- 
cause about one quarter of the Gross National Product (GNP) 

is derived from exports and about one-half of export earnings 
come from paper and other wood-based products. Such exports 
could be adversely affected if the agreement is not approved. 


Industrial Growth is Uneven as Private Investment Lags 


Supported largely by exports which increased one-fourth by value 
during the nine months, industrial output picked up by about 8 
percent compared with the same period of last year. The growth, 
however, has been fitful and uneven. For example, industrial 
output for the first half rose by 11 percent over the low level 
of last year when strikes in the metals and construction industries 
depressed output. Eliminating the impact of strikes, the industrial 
output for the first-half was only marginally higher. For metals 
and the engineering sectors, exports which had provided support 
during the first-half of the year appear to have slowed down as 
an industry poll in June indicated that more than one-half of 

the respondents were pessimistic regarding business prospects. 
This has improved more recently. The shipbuilding branch in 
particular has had cause for pessimism because of rising costs 
from labor and raw materials at the same time order backlogs have 
declined and new orders are dwindling. A part of this is due 

to the fact that shipbuilding orders from the Soviet Union have 
been either completed or are now under construction. Also, 
Finland is not in a position to compete for tanker orders which 
appear to be increasing. In the all-important wood, pulp and 
paper industries, foreign demand appears to be improving but 
uncertainty over the outcome of the free trade agreement with 

the EC has delayed potential investments. Moreover, the Bank 

of Finland has placed restrictions on investments requiring 








additional domestic raw material resources. Increasing public 
concern and new government standards relating to environmental 
control have contributed to the pulp industries "wait-and-see" 
attitude; equipment to meet pollution control measures is estimated 


as likely to require as a minimum nearly $200 million during 
the present decade. 


The consumer goods industry sector, on the other hand, has fared 
better. The output of the textile industry and the footwear and 
clothing industries has grown by about 10 percent. The chemical 
industry has also expanded output significantly, especially in the 
field of plastics with the start-up of the ethylene cracking plant 
by Neste Oy last year and the completion this year of a plant to 
produce polyvinyl chloride and polyetheline. Activities in the 
construction industry, supported by state-financed residential 
housing, have continued to expand; statistics of building permits 
issued, buildings in progress, cement sales, etc. point to 
continuing strength in this area. 


Private investment activities are beginning to show some signs 

of rising under the easy money policy of the Bank of Finland 

but the bulk of the industrial firms are delaying their decision 
in part because of the uncertainty over the EC agreement and in 
part because they continue to have excess capacity. Many 

firms may also delay investments until they have a better picture 
of the likely outcome of the centralized wage negotiations next 
spring. Current indications are that beginning in mid-1973, 
investment activities in metals, engineering, chemicals and even 
in the wood-based industries probably will become active. 


Expanding Exports Cut Trade Deficit 


During January-September, exports expanded by about one-fourth 

while imports were limited to an increase of about 15 percent, 

thus reducing the trade deficit for the period to about $166 

million. This compares with a deficit of $288 million for the 

same period in 1971. In September, Finland had a small trade surplus. 
For 1973, the trade deficit is now estimated at about $240-250 
million as compared with $457 million last year. 


The generaltrade pattern by areas has not shown significant 
shifts. Finland has continued to register large surpluses with 
the EFTA countries, offsetting partially the deficits in trade 
with the EC and Communist countries. In trade with the United 
States, Finland had a small surplus for the first nine months. 











Despite deficits in trade and in the current account transactions, 
Finland has continued to increase foreign exchange holdings. 

At the end of September, 1972, total holdings of gold and foreign 
exchange in the Bank of Finland totaled $741 million, up sharply 
from the $593 million of December 31, 1971. This development 

was due largely to inflows of long-term capital negotiated by 
industrial firms, both private and state-owned, which in many 
cases were guaranteed by the Government. During the nine months 
of 1972, gross drawings of long-term foreign capital totaled 

$539 million and the net inflow, about $359 million. Long-term 
foreign debts as of September 30, 1972 totaled about $2.27 
billion and servicing and amortization for the period about 

$271 million, more than 10 percent of current account receipts. 
The rising foreign debt structure, although not yet a cause for 
concern, will in any case lead to greater selectiveness in 

future borrowings approved by the Bank of Finland. 





Trade Ties with the East Expanded 


As the merits of the EC free trade agreement are being debated, 

Finland is giving increasing attention to expanding ties with the 

Soviet Union and other communist countries (COMECON). Trade 

with the Soviet Union which now accounts for about 13 percent of 
Finland's total trade has tended to decline in relative importance 
because of the more rapid growth in trade with western trading 

partners. Finnish exports to the Soviet Union which were down 

in 1971 have gained significantly in 1972, partly because of 

deliveries of ships. Supplementing normal commercial trade, several 
joint development projects are underway with the Soviet Union. 
Included among them are: the construction of two nuclear power 
plants at Loviisa east of Helsinki; the building of a natural | 
gas pipeline from Leningrad to the Finnish border, which began 
in earnest in recent months; the construction in the border area 
of Paajarvi in the Soviet Union of a forest industry complex; | 
the construction of a paper and pulp mill at Svetogorsk; and 

proposals for development of an iron ore mine at Kostamus, also 

in the Soviet Union. The Kostamus mine, which will require multi- 
million dollar financing, has not been agreed upon as yet, but in 

the meantime there are reportedly proposals to construct a blast 

furnace at the site. At the same time, Soviet officials 

have been active in expanding technical cooperation ties in 

forestry research, construction, and scientific areas. 


Finland has also stepped up efforts to conclude an agreement 
with the COMECON countries which will prepare the way for expanding 


trade ties. Although several exchanges have taken place betwen 
representatives of these countries and Finland, there is no clear 
indication of what kind of an agreement will be possible or 
likely. The press has speculated that initially the agreement may 
call for exchange of information to be followed up by agreements 
to cooperate in scientific and technical areas. 


Agricultural Surplus Situation Manageable This Year 


Finland gained a respite this year in its battle against chronic 
agricultural surpluses. According to preliminary estimates of 
the Agricultural Board, the earlier predictions of a record crop 
of bread grain was not realized. Total crop is estimated this 
year at 540 million kilograms, some of which is of lower quality 
because of the rains in August. There is nevertheless a surplus. 
Fortunately the 'increased foreign demand will provide outlets 

for all marketable qualities. Surpluses of butter, cheese, 
powdered milk, eggs, and pork will be disposed of this year, but 
Finland in the coming years will face considerably greater 
competition in dairy products arising from the entry into the EC 
of the United Kingdom which has been a major outlet in the past. 


To meet the basic problem of over-production in agriculture, 

a government study was recently completed which reportedly 

will seek to reduce land under cultivation by 150,000 hectares 
annually and at the same time recommends steps to improve agri- 
cultural income of farmers in line with the general rise in living 
standards in other sectors of the economy. To meet these 
objectives successfully the government will be required to increase 
subsidies substantially and the proposal will probably face 
considerable debate in the Parliament. 


Draft Budget for 1973 Calls for Higher Expenditures 


The proposed State budget expenditures for 1973 of $3.65 billion 
(Fmk 14,961 million) is 17.3 percent higher than the initial 
budget for last year. The budget assumes a GNP rise of 6.0 
percent in 1973 as against the estimated 4.5 percent for 1972; 

a price rise of about 5 percent as against 6.5 percent this year; 
and a reduction in unemployment to 2.2 percent from this year's 
2.6 percent. There are no proposals for a general tax increase, 
except for higher charges on railway fares, postal and telegraphic 
services, liquid fuels, and the like. Separately, proposals have 
been made to introduce a value-added tax system and to broaden 

the anti-cyclical tax system, but these are still under discussion. 








10 


The expenditure pattern is similar to last year's budget but 
greater emphasis is given to investments (housing and highways), 
employment support, and income transfers to municipal and regional 
areas. Foreign assistance expenditures are raised by 45 percent 
largely for development credits in support of exports. 


The sharply rising budgetary expenditures in excess of the GNP 
growth and provisions for larger borrowings (Fmk 800 million) 

all point to the likelihood that the budget may have an inflationary 
impact. On the other hand, the expenditure increase is not 
unrealistic in view of recent price increases and the favorable 

rise in revenues this year despite the recessionary conditions. 


Money Market Remains Easy; Foreign Borrowing Increases 


The domestic money market has continued to be easy; this situation 
is expected to continue until mid-1973. The money supply was 
fueled by the release of “counter cyclical funds"--monies which 
had been collected by the government from businesses during boom 
periods to be released during slumps,--and by a record increase 
in long-term foreign borrowing. The counter-cyclical funds which 
were at their maximum in September of 1971 have been gradually 
released during the course of 1972, and will probably be entirely 
disbursed by the first-half of next year. The easy money policy, 
however, has not had the desired effect on business investment 

so far this year. Prices on the other hand increased rather 
sharply during the first half, although there are some signs 

of easing. In the second-half of 1973, credit probably will be 
tightened, when the economy is expected to rise more rapidly. 


IMPLICATIONS FOR THE UNITED STATES 


U. S. Competitive Position Should Improve 


In recent years the U. S. share of the Finnish market has tended 
to decline--6.5% in 1965 and 4.5% in 1972--due in part to high 
U. S. prices and in part to aggressive sales efforts by our 
competitors. This situation should improve in the coming months 
and years. Finland's currency was revalued on a de facto basis 
by 2.44 percent against the U. S. dollar at the end of 1971; 

the U. S. Export-Import Bank with Embassy support has carried 
out a program of informing potential Finnish customers of avail- 
ability of favorable U. S. financing; and there is increasing 
awareness among industrial and other representatives in Finland 
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that, compared to Japanese and West German sources in particular, 
U. S. products are no longer out of reach competitively. There 

is among industrial concerns a continuing favorable impression 

of the high quality of U. S. capital equipment, and more aggressive 
efforts by U. S. firms should reap dividends in the form of 
increased sales. Rising personal incomes should also provide 
opportunities for many consumer products. Among agricultural 
products, there is a growing market for citrus fruit concentrates 
and tobacco. 


U. S. Products with Greatest Prospects for Sale 


Contrary to the declining share in overall Finnish imports noted 
earlier, U. S. sales of aircraft, industrial machinery (paper- 
making, packaging, filling, business equipment, etc.), computers 
and electronic components, office machinery, electric measuring 
equipment, and the like have expanded significantly in recent years. 
Chemicals such as ammonia, nitrogen and glycerol have:also chalked 
up higher sales. U. S. exporters should also be aware that the 
following industries are expected to expand at a rate faster than 
the average for the industry as a whole: metals, machine tools, 
electrotechnical machinery, electronics and instruments, chemicals 
generally and petrochemicals in particular. There is also a 
growing need for electric power. To meet a 4.5 percent GNP 

growth target, electric power must be expanded annually by about 
8.7 percent. In this regard, a private power group recently 
decided to purchase a 660 megawatt nuclear power plant from a 
Swedish firm (ASEA). Oil refining capacity is also expected to 

be expanded from the present 10 million metric tons annual rate 

to 18 million metric tons by 1980. Heavy fuel imports may be ex- 
pected to be purchased in increasing quantities from the West as 
the Soviet Union, the principal supplier, will also need to devote 
their resources to domestic use. Pollution control equipments should 
also have a rising market. More broadly, the need for Finland to 
diversify its industries to reduce dependence on forest-based 
firms, which are beginning to be faced with shortages of timber 
resources, provides additional opportunities for new sales. A key 
factor which U. S. firms should emphasize in sales efforts in 
Finland is the availability of improved financing. Many Finnish 
firms have indicated that financing arrangements often determine 
the source of purchases of capital equipment. 





The following items are recommended as products with the largest 
potential for export expansion from the United States; they 
increased by $164 million between 1966 and 1970. 


SITC NO, 


581.1 & 581.2 


722.2 


719.92 


DESCRIPTION 

Products of condensation, polycondensation and 
polyaddition; products of polymerization and 
copolymerization 

Paper making machinery 

Electric power machinery; switchgear 

Pumps and centrifuges; cocks and valves 

Mechanical handling equipment 

Telecommunications equipment 

Accounting machines, computers; statistical machines 


Textile machinery; sewing machines 


Machine tools and machine tools for wood 


Electric measuring and control equipment 


Harvesting equipment 


Packaging and filling machinery 
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